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Abstract 


Over  the  last  two  years,  there  has  been  a  significant  increase  in  the 
number  of  major  IT  outsourcing  projects  awarded  to  full  service  vendors 
such  as  EDS  and  CSC.  This  style  of  outsourcing  potentially  poses  a  major 
threat  to  specialist  IT  outsourcing  vendors  such  as  FI  Group. 

In  response  to  this  potential  threat,  this  study  analyses  the  nature  of  the 
opportunities  arising  in  the  U.K.  IT  outsourcing  market  over  the  next  few 
years.  In  particular,  it  analyses  the  size  of  the  opportunity,  the  trends  in 
service  bundling  and  attitudes  towards  bundling  of  IT  outsourcing 
services.  It  also  analyses  the  present  competitive  environment  of  the  U.K. 
outsourcing  market  and  the  business  environment  in  which  outsourcing 
is  taking  place. 
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Introduction 


A  

Scope  and  Objectives 

The  principal  purpose  of  this  study  is  to  identify  opportunities  for  major 
IT  outsourcing  contracts  in  the  UK,  over  the  next  three  years.  In 
particular,  the  study  provides: 

•  A  foundation  for  a  targeted  sales  campaign 

•  A  review  of  the  services  FI  Group  may  wish  to  offer  to  maximise 
penetration  of  the  target  market  whether  in-house  or  through 
alliances 

•  A  view  of  how  FI  Group  would  be  perceived  as  a  supplier  of  these 
services 

•  An  analysis  of  competitors  and  management  consultants  present  in 
the  target  market 

•  Analysis  data  and  user  quotes  which  could  be  used  in  a  promotional 
campaign 

The  study  focuses  on  organisations  with  annual  turnover  in  excess  of 
£700m,  and  equivalent  organisations  in  financial  services  and  central 
government.  These  organisations  are  individually  forecast  to  spend  in 
excess  of  £  12m  per  annum  on  IT,  and  so  represent  major  outsourcing 
opportunities. 

IT  outsourcing  is  defined  by  INPUT  as  a  long-term  relationship  (greater 
than  one  year)  between  a  client  and  vendor  in  which  the  client  delegates 
all,  or  a  major  portion,  of  an  IT  operation  or  function  to  the  vendor. 

What  is  not  included  in  INPUT'S  world  of  outsourcing  are  the  following: 
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•  Project  based  services  are  not  considered  as  part  of  outsourcing. 
Thus,  Systems  Integration  and  application  development  projects  are 
not  included. 

•  Services  that  were  never  intended  to  be  performed  internally. 
Product  maintenance  services  do  not  constitute  an  outsourcing 
function  by  themselves.  However,  some  responsibility  for  hardware 
and/or  software  product  maintenance  is  inherent  in  most 
outsourcing  contracts. 

•  Processing  services  contracts  of  less  than  one  year. 

•  Voice-only  network  management. 

•  Business  operations  with  minimal  information  systems  content.  The 
outsourcing  of  the  marketing  communication  function  to  an  outside 
agency  is  not  covered  by  INPUT'S  analysis.  A  function  or  business 
operation  must  at  least  have  30%  of  its  budget  attributed  to 
information  technology  to  be  included. 

B  

Methodology 

This  report  is  based  on  interviews  with  198  respondents  representing  176 
organisations.  The  interviews  were  divided  between  IT  Executives, 
primarily  IT  Directors,  and  Commercial  Executives,  primarily  Finance 
directors.  The  breakdown  of  these  interviews  by  industry  sector  and  by 
respondent  type  is  shown  in  Exhibit  1-1. 


Exhibit  1=1 

Interview  Profile  by  Respondent  Type  and  Sector 


Sector 

IT  Executives 

Commercial 
Executives 

Total  number  of  interviews 

Financial  Services 

43 

15 

58 

Retail 

14 

7 

21 

Services 

36 

21 

57 

Discrete  Manufacturing 

15 

4 

19 

Process  Manufacturing 

37 

6 

43 

Total 

145 

53 

198 

Chapter  I-2 
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The  industry  sectors  are  defined  in  terms  of  FI  Group's  classification 
which  is  shown  in  Exhibit  1-2. 


Exhibit  1-2 

Industry  Sector  Classification 

Sector 

Sub-sectors 

Finance 

Banking 

Insurance  (general  and  life) 
Building  Societies 
Investment  Management 
Large  Brokers 

Retail 

Food,  non-food  etc. 

Wholesale  and  distribution 

Leisure,  including  hotel  chains,  BAA  etc. 

Travel  Agents 

Mail  Order 

Services 

Utilities 

Public  Sector  (mainly  central  government  departments) 
Communications  (telecommunications,  media, 
transport  -  airlines  etc.) 
Other,  including  business  services 

Discrete  Manufacturing 

Automotive 
Aerospace 

Electrical  &  Electronic 
Mechanical  engineering 

Process  Manufacturing 

Food  and  drink 
Pharmaceuticals 
Chemicals  etc. 

The  total  number  of  organisations  in  the  UK  with  turnovers  in  excess  of 
£700m,  or  equivalent,  is  estimated  to  be  approximately  400. 
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c  

Report  Structure 

Section  II  consists  of  the  Executive  Overview  which  is  a  summary  of  the 
key  findings  of  the  report. 

Section  III  analyses  the  key  outsourcing  opportunities  within  this  target 
market.  In  particular,  it  evaluates: 

•  The  outsourcing  intentions  of  the  organisations  interviewed 

•  Outsourcing  potential  by  industry  sector 

•  Changing  bundling  patterns  within  services  being  outsourced 

Section  IV  analyses  the  competitive  environment  within  the  target 
market.  It  evaluates: 

•  Attitudes  towards  bundling,  building  on  the  bundling  trends 
identified  in  Section  III,  and  hence  the  level  of  need  for  alliance  in 
targeting  new  business  opportunities 

•  User  perception  of  the  suitability  of  named  vendors  to  offer  various 
outsourcing  services 

•  Vendor  capability 

•  The  importance  of  management  consultants  in  influencing 
outsourcing  purchasing  decisions 

Section  V  analyses  the  business  environment  and  respondents'  attitudes 
towards  outsourcing.  In  particular,  it  analyses: 

•  The  principal  business  pressures  faced  by  organisations  within  this 
target  group 

•  The  principal  IT  challenges  and  the  perceived  ability  of  in-house  IT 
departments  to  cope  with  certain  pressures 

•  Attitudes  to  outsourcing  including  the  perceived  advantages  and 
disadvantages  of  outsourcing  and  current  user  satisfaction  levels 

The  appendices  contain  an  assessment  of  the  following  for  each 
organisation  interviewed: 

•  The  potential  for  major  outsourcing  contracts  within  the  next  three 
years 
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•  Perceptions  of  FI  Group 

•  Current  outsourcing  contracts 

•  Use  of  management  consultants 

•  Likelihood  of  outsourcing  based  on  discriminant  analysis 

D   

Related  Information 

The  purchase  of  this  research  also  included  an  annual  subscription  to 
INPUT'S  European  IS  Outsourcing  Programme.  This  programme  consists 
of: 

•  updated  profiles  of  the  leading  outsourcing  vendors  in  Europe 

•  hotline  access  to  consultants 

•  research  bulletins  on  related  outsourcing  topics 

•  quarterly  reports  on  outsourcing  topics,  including  participation  in 
INPUT'S  benchmarking  of  outsourcing  client  satisfaction 

Recent  reports  published  within  this  programme  include: 

Outsourcing  Opportunities  in  Government- Europe,  1993-1998 

Client  Satisfaction  with  IT  Outsourcing  Services- Europe,  1993 

Business  Operations  Outsourcing- Europe,  1993 

Desktop  Services  Outsourcing-Europe,  1994 

Impact  of  Business  Reengineering  on  Outsourcing-Europe,  1994 

Identifying  &  Winning  Outsourcing  Opportunities  -  Europe,  1994 

Network  Outsourcing  -  Europe,  1995 

Information  Systems  Outsourcing  Market  -  Europe,  1995-2000 
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Executive  Overview 


A  

Fl  Group  Should  Focus  on  Maintaining  Best  of  Breed  Status 

Over  the  past  two  years,  vendors  such  as  EDS  and  CSC  have  achieved 
major  successes  in  the  outsourcing  market  with  organisations  such  as  the 
Inland  Revenue,  British  Aerospace  and  Lucas  Industries.  Prior  to 
successes  such  as  these,  the  majority  of  outsourcing  contracts  in  the  U.K. 
had  been  for  only  comparatively  minor  elements  of  an  organisation's  IT 
function,  such  as  a  number  of  datacentres. 

However  these  new  types  of  contract  are  much  more  comprehensive  in 
nature,  typically  encompassing  the  entire  IT  function  for  a  major 
corporation  or  group  of  companies.  Such  activity  potentially  poses  a  major 
threat  to  specialist  vendors  such  as  FI  Group,  threatening  their  access  to 
the  outsourcing  market. 

Accordingly,  INPUT  was  commissioned  by  FI  Group  to  investigate  the 
nature  of  future  outsourcing  opportunities.  This  research  focused  solely 
on  outsourcing  opportunities  within  organisations  with  turnovers  in 
excess  of  £700m  and  equivalent  financial  and  public  sector  organisations. 
It  does  not  identify  wider  systems  development  and  support  opportunities 
outside  an  outsourcing  context,  nor  does  it  include  outsourcing 
opportunities  within  organisations  with  turnovers  below  £700m  per 
annum. 

This  research  on  behalf  of  FI  Group  suggests  that  the  outsourcing  market 
in  the  U.K.  will  remain  strong  and  that  the  threat  from  service  bundling 
will  not  significantly  increase.  FI  Group  should  concentrate  on 
maintaining  its  best  of  breed  position  in  application  management  and 
should  strengthen  its  position  by  developing  its  ability  to  interwork  with 
complementary  services  vendors.  Other  key  conclusions  of  the  report  are: 

•  Twenty-five  percent  of  organisations  are  highly  likely  to  outsource 
elements  of  their  IT  function  within  18  months 
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•  The  services  and  finance  sectors  show  the  greatest  promise 

•  Management  consultants  play  a  key  role  in  influencing  purchasers  of 
outsourcing 

•  Application  management  will  become  less  bundled  in  the  short-term 

•  FI  Group  is  regarded  as  best  of  breed  in  application  management 

•  Alliances  should  be  used  to  demonstrate  seamless  working 


Twenty -five  Per  Cent  of  Organisations  Will  Outsource  Within  18  Months 

The  survey  identified  75  outsourcing  sales  leads.  Forty-four  of  these 
represent  organisations  that  are  highly  likely  to  commence  or  extend 
their  use  of  outsourcing  within  the  next  18  months,  and  so  should  be 
targeted  immediately. 

Exhibit  II- 1  fists  the  outsourcing  intentions  of  the  organisations 
interviewed. 


Exhibit  11-1 

Outsourcing  Intentions 


Currently 

Not  currently 
outsourcing 

Total 

Outsourcing 

Likely  to 

commence/extend 
outsourcing  within  18 
months 

20 

24 

44 

May  outsource  within  3 
years 

9 

22 

31 

Unlikely  to  outsource 
within  3  years 

27 

74 

101 

Total 

56 

120 

176 

Source:  INPUT 


Approximately  a  quarter  of  the  organisations  interviewed  exhibit  a  high 
likelihood  of  outsourcing  within  the  next  18  months.  It  is  difficult  to 
predict  which  organisations  are  likely  to  outsource  in  the  longer  term,  but 
a  further  18%  of  organisations  exhibit  a  likelihood  of  outsourcing  within  3 
years. 
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Taking  the  likelihood  of  outsourcing  over  the  next  18  months  as  the  best 
indicator  of  future  demand  indicates  that  approximately  70  outsourcing 
contracts  per  annum  will  arise  from  organisations  with  turnovers  in 
excess  of  £700m. 

Overall  the  proportion  of  organisations  in  this  target  area  that  undertake 
outsourcing  will  increase  from  the  current  32%  to  58%  within  three 
years. 

Exhibit  II-2  lists  the  key  business  pressures  identified  by  non-IT 
management,  principally  Finance  Directors. 


Exhibit  11-2 


Key  Business  Pressures 

Become  more  efficient 

Improve  customer  service 

Increase  focus  on  core 
business 

Improve  effectiveness  of 
business 
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Sample  of  47  respondents.  Standard  error=0.2 

Source:  INPUT 

Typically  Finance  Directors  want  simultaneously  to  improve  customer 
service  and  improve  efficiency.  This  is  encouraging  for  outsourcing 
vendors  since  previous  studies  have  indicated  that  the  best  environment 
for  outsourcing  is  one  in  which  organisations  are  undergoing  significant 
change  in  their  use  of  IT  but,  at  the  same  time,  want  to  improve  their  IT 
cost  efficiency. 

Only  a  small  proportion  of  respondents  admit  to  the  possibility  of  a  major 
restructuring  within  their  organisations. 

These  business  pressures  translate  into  the  profile  of  IT  objectives 
indicated  in  Exhibit  II-3. 
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Exhibit  11-3 


IT  Objectives 
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While  a  large  number  of  Finance  Directors  are  seeking  to  reduce  their 
organisations'  IT  expenditures,  their  main  concern  is  to  derive  more 
business  benefit  from  the  use  of  IT.  Their  primary  need  is  not  more  IT 
but  to  derive  more  business  value  from  their  current  use  of  IT. 

Overall  non-IT  managers  are  currently  very  positive  about  IT  and  see  IT 
as  potentially  a  valuable  tool  for  obtaining  a  business  advantage. 

Exhibit  II-4  analyses  the  difference  between  the  perceived  importance  of 
a  number  of  potential  IT  challenges  and  the  perceived  current  ability  of 
IT  departments  to  cope  with  them. 
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Exhibit  11-4 

Ability  to  Cope  with  Potential  Challenges 
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Source:  INPUT 

In  addition,  respondents  were  asked  to  identify  the  principal  advantages 
of  outsourcing.  The  most  frequently  perceived  benefits  were: 

•  Access  to  expertise  (typically  skills  lacking  in-house,  though  the  need 
for  additional  resources  was  also  mentioned) 

•  Greater  cost-efficiency 

•  The  greater  service  orientation,  flexibility  and  commercial  acumen  of 
commercial  suppliers 

This  list  corresponds  very  closely  with  the  perceived  shortfalls  in  in- 
house  capability  identified  above,  suggesting  that  outsourcing  is  a 
particularly  appropriate  solution  to  these  problems. 

Overall  the  environment  for  outsourcing  appears  very  positive.  In 
particular: 

•  Fifty  per  cent  of  organisations  are  seeking  to  reduce  their  IT 
expenditure 

•  Sixty  per  cent  of  organisations  expect  a  significant  change  in  the  level 
of  application  development  and  support  activity  -  50%  expect  increased 
activity 
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•  Thirty  five  per  cent  of  organisations  that  do  not  currently  outsource  IT 
favour  IT  outsourcing  -  20%  highly  favour  IT  outsourcing 

At  the  same  time,  contrary  to  a  number  of  press  statements,  satisfaction 
with  outsourcing  is  very  high.  In  this  study,  56  organisations  were 
identified  as  already  undertaking  some  form  of  IT  outsourcing.  Within 
this  group: 

•  98%  were  satisfied  with  their  current  use  of  IT  outsourcing 

•  70%  were  highly  satisfied  with  their  use  of  IT  outsourcing 

c  

Services  and  Finance  Sectors  Show  Highest  Promise 

Exhibit  II-5  fists  organisations'  current  use  of  outsourcing  and 
outsourcing  intentions  by  sector. 


Exhibit  11-5 

Outsourcing  &  Outsourcing  Intentions  by  Sector 
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The  services  and  finance  sectors  appear  to  have  the  highest  current  use  of 
outsourcing  and  to  have  the  highest  propensity  to  outsource  in  the  future. 
Within  the  services  sector,  outsourcing  intentions  were  extremely  high 
within  the  utilities,  and  also  high  amongst  central  government 
departments.  Local  government  was  excluded  from  the  survey. 

Most  of  the  potential  demand  within  the  finance  sector,  lies  in  the 
insurance  sector. 
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Exhibit  II-6  estimates  the  annual  value  of  outsourcing  business  that  will 
be  derived  over  the  next  12  months  from  the  target  organisations  broken 
down  by  sector. 


Exhibit  11-6 

Value  of  Future  Outsourcing  Business  by  Sector 
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The  chart  identifies  both  the  total  annual  value  of  the  outsourcing 
opportunity  and  also  the  value  of  the  application  management 
component.  The  application  management  component  is  estimated  to 
represent  approximately  30%  of  the  outsourcing  activity  by  value.  No 
assumptions  are  made  about  the  manner  in  which  this  application 
management  component  will  be  bundled  with  other  services  at  this  stage. 

The  figure  of  £400m  represents  the  annual  expenditure,  not  the  total 
contract  value,  of  outsourcing  contracts  within  the  target  population  that 
will  commence  within  the  next  12  months.  It  is  probable  that  similar 
levels  of  business  will  arise  annually  in  each  of  the  next  three  years, 
giving  a  total  of  £  1200m  per  annum  by  end  1998. 

However,  this  value  does  not  include  non-outsourcing  business  such  as 
project-based  opportunities  within  the  target  population.  Nor  does  it 
include  any  of  the  business  arising  from  organisations  with  turnovers 
below  the  £700m  per  annum  threshold. 

Within  the  defined  target  market,  the  Finance  and  Services  sectors 
account  for  approximately  60%  of  the  outsourcing  opportunity  by  value.  A 


YNFI5 


Chapter  11-7 


MAJOR  OUTSOURCING  OPPORTUNITIES 


INPUT 


further  25%  of  the  market  is  accounted  for  by  the  Process  Manufacturing 
sector. 

D_  

Management  Consultants  Play  Key  Role  in  Influencing  Purchasers 

Management  consultants  potentially  have  an  important  role  to  play  in 
outsourcing  procurements  because  of  managers'  typical  lack  of  experience 
in  outsourcing. 

Exhibit  II-7  shows  the  proportions  of  respondents  who  perceive 
consultants  to  play  an  important  role  in  outsourcing  procurements 
together  with  the  proportion  of  respondents  who  have  used  or  would  use 
consultants  to  support  procurements. 


Exhibit  11-7 

Use  of  Management  Consultants 
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Source:  INPUT 


Approximately  half  of  the  respondents  who  have  experience  of 
outsourcing  used  consultants  to  assist  in  the  procurement  process. 
However,  only  30%  of  respondents  who  have  not  experienced  outsourcing 
expect  to  use  consultants.  In  practice,  it  is  likely  that  this  proportion  will 
rise  once  respondents  with  no  prior  experience  are  faced  with  the 
complexities  of  outsourcing  procurement. 

Either  way,  consultants  are  an  important  influence  in  outsourcing 
procurements. 

The  roles  played  by  consultants  are  also  critical  from  the  vendor 
perspective.  Consultants  appear  to  play  primarily  a  supporting  role  in 
evaluating  tender  responses  but  they  are  regarded  as  highly  influential 
in: 

•  Identifying  areas  to  outsource 

•  Setting  vendor  selection  criteria 

•  Nominating  vendors  to  tender 
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Accordingly  it  is  important  that  FI  Group  undertakes  a  promotional 
programme  aimed  at  consultants.  In  particular,  FI  Group  must: 

•  Ensure  that  consultancies  are  aware  of  the  company's  application 
management  capabilities  and  reputation 

•  Encourage  management  consultancies  in  promoting  an 
unbundling/best  of  breed  philosophy  within  the  procurement  process 

However,  it  is  difficult  to  target  the  management  consultancies.  The 
management  consultancy  market  is  very  fragmented  with  the  result  that 
the  leading  consultancies  cover  only  a  relatively  small  proportion  of 
organisations.  Nonetheless,  FI  Group  should  consider  conducting  a 
promotional  campaign  aimed  at  influencing  both  the  major  and  the  minor 
consultancies  specialising  in  outsourcing. 

E  

Application  Management  Will  Become  Less  Bundled  in  the  Short-Term 

Exhibit  II-8  shows  respondents'  attitudes  towards  service  bundling. 


Exhibit  11-8 

Attitudes  to  Service  Bundling 
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Source:  INPUT 


Overall  managers  do  not  tend  to  have  strong  views  on  the  subject  of 
bundling.  Over  80%  of  respondents  failed  to  express  a  preference.  The 
majority  of  managers  will  decide  which  services  to  bundle  as  part  of  the 
outsourcing  procurement  process. 

Those  managers  expressing  an  opinion  tend  to  be  equally  divided 
between  two  philosophies: 

•  One  group  favours  unbundling  services  to  ensure  they  receive  best  of 
breed  practice  for  each  service  type 

•  The  other  group  is  primarily  concerned  with  the  difficulties  in 
managing,  and  ensuring  liaison  between,  multiple  suppliers  and  so 
favour  use  of  a  single  vendor  as  far  as  possible 
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There  is  no  significant  difference  in  attitude  between  organisations 
already  outsourcing  and  those  that  have  no  prior  experience  of 
outsourcing. 

Exhibit  II-9  contrasts  the  historical  bundling  pattern  used  by  those 
organisations  that  had  already  outsourced  with  the  bundling  intentions 
of  those  organisations  that  are  highly  likely  to  outsource  within  the  next 
18  months. 


Exhibit  11-9 


Bundling  Trends 
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This  research  suggests  that  the  proportion  of  standalone  application 
management  contracts  will  increase  from  18%  of  contracts  in  the  current 
contract  base  to  39%  in  the  profile  of  future  contracts.  At  the  same  time, 
the  proportion  of  AM  elements  combined  with  other  services  will  decrease 
from  26%  to  13%  of  the  contract  base. 

There  are  several  factors  underlying  this  increase: 

•  An  increasing  propensity  of  organisations  to  outsource  application 
development  and  support  activities 

•  A  move  in  IT  infrastructure  outsourcing  away  from  datacentre 
management.  Traditionally  there  has  been  a  high  degree  of  bundling 
between  datacentre  management  and  application  management 
components.  While  this  bundling  still  exists,  in  the  future  the  level  of 
datacentre  management  outsourcing  will  be  much  lower. 
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•  The  current  perception  that  desktop  services  outsourcing  and 
application  management  are  unrelated  activities  that  should  be 
outsourced  separately.  This  attitude  may  change  in  the  future, 
particularly  once  a  significant  proportion  of  legacy  systems  become 
based  on  client/server  infrastructures 

As  a  result  of  these  changes  in  the  pattern  of  bundling,  the  accessibility 
of  application  management  activity  to  a  vendor  lacking  access  to  other 
service  capabilities  is  forecast  to  increase  from  approximately  40%  of 
activity  to  approximately  75%  of  activity,  as  indicated  in  Exhibit  11-10. 


Exhibit  11-10 

Access  to  AM  Business 
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Hence  the  addition  of  additional  service  capability  may  only  increase 
potential  future  market  access  to  application  management  activity  by 
35%.  In  the  past,  addition  of  additional  service  capability  would  have 
potentially  increased  market  access  by  145%. 

Both  historically  and  in  the  short-term,  the  addition  of  desktop  services 
capability  would  have  minor  impact  in  increasing  market  access  to 
application  management  activity.  However,  it  is  possible  in  the  medium 
to  long-term  that  the  level  of  bundling  between  desktop  services  and 
application  management  will  increase  in  importance. 

In  both  current  and  future  contracts,  full  service  capability  potentially 
improves  market  access  to  application  management  activity  much  more 
than  desktop  services  capability.  However  the  interpretation  of  full 
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service  probably  differs  according  to  the  timing  of  the  outsourcing 
contract. 

For  existing  contracts,  full  service  capability  can  be  interpreted  as 
meaning  essentially  a  combination  of  datacentre  management  and 
application  management  capability.  In  the  case  of  future  contacts,  full 
service  capability  is  predominantly  likely  to  mean  a  combination  of 
datacentre  management,  application  management,  and  desktop  services 
capability. 
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F   

Fl  Group  is  Highly  Regarded  as  Application  Management  Supplier 

Exhibit  11-11  shows  the  number  of  respondents  (unprompted)  that 
recalled  each  vendor  as  highly  appropriate  to  provide  application 
management  services  together  with  the  number  who  perceived  each 
vendor  as  highly  appropriate  to  offer  these  services  when  prompted  with 
the  vendor  name. 


Exhibit  11-11 

The  Competition  for  Application  Management 
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Source:  INPUT 


Overall  both  IT  Directors  and  non-IT  management  show  low  levels  of 
awareness  of  vendors.  Unprompted,  fewer  than  20%  of  respondents  felt 
able  to  nominate  a  vendor  with  strong  application  management 
capability. 
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This  suggests  that  the  identification  of  suitable  vendors  for  application 
management  will  typically  be  undertaken  as  part  of  the  procurement 
process. 

Amongst  those  respondents,  typically  IT  Directors,  prepared  to  express 
an  opinion,  Hoskyns  and  FI  Group  are  perceived  to  be  the  leaders  in 
application  management.  Both  vendors  have  comparatively  high  levels  of 
awareness  and  received  good  ratings  from  managers.  Hoskyns  and  FI 
Group  appear  to  have  attained  a  best  of  breed  positioning  in  application 
management. 

At  the  sector  level,  FI  Group  appears  to  have  a  comparatively  high  profile 
in  the  Finance  and  Manufacturing  sectors,  but  is  perceived  to  be  just  one 
of  a  number  of  application  management  vendors  by  managers  in  the 
Services  sector. 
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Exhibit  11-12  lists  the  number  of  managers  who  perceived  each  vendor  as 
highly  appropriate  to  offer  full  service  outsourcing  when  prompted  with 
the  vendor  name. 


Exhibit  11-12 
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The  clear  leader  in  terms  of  market  awareness  is  Hoskyns,  followed  in 
second  place  by  EDS.  Although  FI  Group  is  not  a  full  service  outsourcing 
vendor,  the  number  of  managers  who  perceived  FI  Group  as  suitable  in 
this  role  is  only  marginally  lower  than  that  for  Sema  Group  and  is  higher 
than  that  for  CFM.  However,  organisations  in  the  local  government 
sector,  CFM's  traditional  focus,  were  excluded  from  the  survey. 


This  indicates  that  FI  Group  could  be  accepted  as  a  full  service 
outsourcing  vendor  if  the  company  added  the  necessary  capabilities  to  its 
service  portfolio.  At  the  proposal  stage,  FI  Group  would  need  to 
demonstrate  a  competitive  capability  in  each  service  type. 
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Again  the  overall  level  of  awareness  of  outsourcing  vendors  is  low, 
creating  opportunities  for  any  vendor  that  can  demonstrate  credible 
capability  at  the  right  time. 


Alliances  Should  be  Used  to  Demonstrate  Seamless  Working 

The  evidence  from  this  study  suggests  that  the  level  of  bundling  of 
application  management  activity  with  other  outsourcing  services  is 
decreasing  in  the  short-term.  As  a  result,  approximately  75%  of  the 
application  management  activity  in  the  near  future  is  forecast  to  be 
accessible  by  a  specialist  application  management  vendor  such  as  FI 
Group. 

On  the  surface,  therefore  there  is  little  apparent  need  for  alliances  in 
terms  of  access  to  new  business. 

However,  decision  makers  typically  only  consider  who  to  talk  to  and  what 
to  bundle  at  the  time  of  procurement.  Where  organisations  wish  to 
outsource  a  range  of  services,  decision  makers  are  faced  with  making  a 
trade-off  between: 

•  Minimising  complexity  and  vendor  liaison  by  bundling  services  and 
selecting  a  single  vendor 

•  Refusing  to  accept  second  best  and  independently  selecting  best  of 
breed  for  each  service 

The  views  of  management  consultants  are  potentially  extremely 
influential,  at  this  time.  Consultancies  such  as  PA  Consulting  are 
predisposed  towards  advising  a  best  of  breed  approach  but  feel 
themselves  hampered  by  the  reluctance  and  limited  ability  of  vendors  to 
fully  co-operate  with  one  another. 

Vendors  will  be  at  an  advantage  who  can  demonstrate  to  both  clients  and 
their  advisors  that: 

•  They  are  best  of  breed  in  their  chosen  services 

•  They  have  established  procedures  and  processes  to  facilitate  liaison 
and  co-operation  with  vendors  supplying  complementary  outsourcing 
services 

Accordingly  FI  Group  should  consider  using  alliances  to  demonstrate 
seamless  interworking  with  complementary  best  of  breed  suppliers. 
However,  it  is  important  that  FI  Group  only  establishes  alliances  with 
vendors  perceived  to  be  of  a  similar  calibre.  FI  Group  is  perceived  to  be 
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one  of  the  two  leading  suppliers  of  application  management  services. 
There  is  a  danger  that  the  company  would  damage  its  own  reputation  by 
recommending  players  who  have  only  attained  me-too  status  in 
datacentre  management  or  desktop  services. 

For  desktop  services,  partners  of  a  suitable  calibre  include: 

•  Digital 

•  IBM 

•  Hoskyns 

•  Sema  Group 

•  Computacenter 

•  Hewlett-Packard 

In  terms  of  capability,  if  not  current  market  presence,  SHL  Systemhouse 
and  Olivetti  could  be  added  to  this  list. 

For  datacentre  management,  partners  of  a  suitable  calibre  include: 

•  Hoskyns 

•  IBMISSC 

•  EDS 

•  CSC 

•  CFM 

•  Sema  Group 

However,  all  of  the  vendors  with  best  of  breed  datacentre  management 
capability  also  have  high  levels  of  professional  services  capability  and 
such  an  overlap  may  reduce  the  scope  for  mutual  benefit  between 
themselves  and  FI  Group. 

In  addition,  many  decision  makers  who  would  readily  select  a  consortium 
for  major  development  projects  are  nervous  of  using  such  consortia  in  an 
outsourcing  context.  They  doubt  the  ability  of  vendors  to  remain 
committed  to  one  another  and  perform  effectively  together  over  the  long- 
term. 
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Regardless  of  any  alliances  established,  it  is  important  that  FI  Group  is 
perceived: 

•  To  maintain  a  high  level  of  independence  when  seeking  new  business 

•  To  develop  processes  that  guarantee  a  high  level  of  interworking  with 
other  complementary  services  vendors,  independently  of  the  vendor's 
identity 
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Opportunity  Identification 


A  

Outsourcing  Intentions 

Exhibit  A  indicates  the  outsourcing  contract  potential  within  each  of  the 
individual  organisations  interviewed. 

In  total,  198  interviews  were  carried  out  across  176  organisations.  As  a 
result,  44  organisations  (25%)  were  identified  that  exhibited  a  high 
likelihood  of  adopting,  or  extending  their  use  of,  outsourcing  within  18 
months. 

The  annual  outsourcing  contract  value  to  be  outsourced  by  these 
organisations  is  estimated  to  be  £300  million. 

Scaling  this  up  to  the  total  market  addressed  by  FI  Group  (organisations 
with  a  turnover  in  excess  of  £700m  and  equivalent  financial  institutions 
and  government  institutions)  indicates  that  this  market  segment  will 
outsource  contracts  with  a  total  value  of  £600m  per  annum  over  the  next 
18  months  (£  1200m  per  annum  over  three  years). 

Other  studies  by  INPUT  estimate  the  total  annual  value  of  new  IT 
outsourcing  contracts  (including  renewals)  in  the  U.K.  over  the  next  three 
years  at  £2  billion.  Consequently,  the  opportunity  identified  in  this  study 
for  FI  Group  is  equivalent  to  approximately  60%  of  the  U.K.  outsourcing 
market.  The  remaining  40%  of  the  U.K.  outsourcing  market  is  accounted 
for  by: 

•  Unidentified  outsourcing  renewals  within  the  target  segment 

•  IT  outsourcing  within  organisations  with  turnovers  less  than  £700m, 
notably  local  and  health  authorities 
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A  breakdown  of  the  outsourcing  intentions  of  the  organisations  surveyed 
is  shown  in  Exhibit  III- 1. 


Exhibit  111-1 

Outsourcing  Intentions 


Currently 
Outsourcing 

Not  Currently 
Outsourcing 

Total 

High  probability  of 
commencing/extending 
outsourcing  in  next  18  months 

20 

24 

44 

May  outsource  within  3  years 

9 

22 

31 

Unlikely  to  outsource  within  3 

27 

74 

101 

years 

Total 

56 

120 

176 

At  present,  approximately  one-third  of  the  organisations  in  this  target 
market  claim  to  undertake  some  form  of  outsourcing.  Within  the  next 
three  years,  this  proportion  will  increase  to  approximately  58%. 
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B  

Current  Outsourcing  Patterns 

Exhibit  III-2  shows  the  pattern  of  services  currently  outsourced  by 
organisations  within  the  target  market. 


Exhibit  111-2 

Services  Currently  Outsourced 


Desktop  Services  &  Datacentre  & 
Application  Application 

Management  Management 

7%  2% 

Other 


Sample  of  55  respondents. 


This  chart  shows  the  overall  pattern  of  services  being  outsourced  by 
organisations  within  this  target  group.  It  does  not  reflect  the  pattern  of 
contract  types  or  indicate  the  levels  of  service  bundling. 

Based  on  current  contracts  identified  by  respondents,  Exhibit  III- 3  shows 
the  profile  of  contract  types  outsourced  within  this  target  group. 
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Exhibit  1 11-3 

Bundling  Patterns:  Services  Currently  Outsourced 


Datacentre  &  Desktop  Services  & 

Application  Application 
Management  Management 


Sample  of  74  contracts 


These  bundling  patterns  can  be  used  to  assess  the  extent  to  which  adding 
additional  service  offerings  would  historically  have  improved  an 
application  management  vendor's  ability  to  access  greater  proportions  of 
the  application  management  service  components  available  within  these 
organisations. 

On  this  basis,  the  extent  to  which  additional  capability  would  have 
improved  access  to  application  management  activity  is  shown  in  Exhibit 
III-4. 
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Sample  of  56  respondents. 


Historically  approximately  40%  of  the  application  management  activity 
being  outsourced  was  accessible  to  a  specialist  application  management 
vendor.  As  would  be  expected,  the  addition  of  desktop  services  capability 
would  have  made  little  impact  in  increasing  a  vendor'  access  to 
application  management  activity. 

However,  the  addition  of  full  service  outsourcing  capability  would  have 
more  than  doubled  the  vendor's  access  to  application  management 
activity. 

It  is  not  possible  from  this  survey  to  ensure  that  full  service  capability 
necessarily  includes  comprehensive  desktop  services  capability.  In  the 
majority  of  cases,  full  service  capability  will  essentially  imply  application 
management  and  datacentre  management  capability. 

So,  in  the  past,  it  can  be  concluded  that  datacentre  management 
capability  would  have  at  least  doubled  an  application  management 
vendor's  access  to  application  management  activity. 
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Future  Outsourcing  Patterns 

The  profile  of  services  expected  to  be  outsourced  within  the  target  group 
by  number  is  shown  in  Exhibit  III-5.  The  profile  of  services  by  value  is 
shown  in  Exhibit  III-6. 


Exhibit  111-5 

Services  to  be  Outsourced  by  Number 


Datacentre  &  Desktop 
Services 

WAN  &  Desktop     2%      WAN  management 

Services  5%  All  IT  functions 


39  Respondents 


Source:  INPUT 
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Exhibit  111-6 

Services  to  be  Outsourced  by  Value 


Datacentre  &  Desktop 
Desktop  Services  &       WAN  Services 


7%  Application  Management  Application 

&  Desktop  Services  Management  only 

16%  10% 


Sample  of  39  respondents. 


Again  these  charts  only  indicate  the  services  that  will  be  outsourced. 
They  do  not  reflect  the  pattern  of  contract  types  that  will  be  adopted. 

Overall,  approximately  three-quarters  of  organisations  undertaking 
outsourcing  within  the  next  eighteen  months  are  expected  to  include  an 
application  development  and/or  support  component,  with  this  element 
accounting  for  approximately  one-third  of  total  annual  contract  value 
(£130  million  per  annum). 

The  bundling  patterns  that  these  organisations  are  expected  to  adopt  are 
shown  by  number  in  Exhibit  III-7. 

The  assumptions  upon  which  these  bundling  patterns  are  derived  are 
based  on  the  declared  intentions  of  the  respondents.  The  resulting 
assumptions  are: 

•   One-third  of  organisations  outsourcing  all  of  their  IT  functions  will 
unbundle  application  management 
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•  Three-quarters  of  organisations  outsourcing  desktop  services  and 
application  management  will  unbundle  application  management 

•  All  organisations  outsourcing  datacentre  management  and  application 
management  will  unbundle  application  management 


Exhibit 


Bundling  Patterns:  Future  Outsourcing 


Desktop  Services  & 
Application 
Management 

3% 


All  IT  Functions 
10% 


Application 
Management 


Sample  of  40  respondents  and  59  contracts 


These  future  bundling  patterns  can  be  used  to  predict  the  extent  to  which 
adding  additional  service  capability  will  enhance  an  application 
management  vendor's  access  to  application  management  activity  being 
outsourced. 

The  extent  to  which  adding  additional  service  offerings  improves  an 
application  management  vendor's  ability  to  access  greater  proportions  of 
the  application  management  service  components  available  is  shown  in 
Exhibit  III-8  by  number  and  Exhibit  III-9  by  value. 
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Exhibit  111-8 

Accessibility  of  Future  AM  Components  by  Number 


AM  plus  Desktop 
Services  plus 
Datacentre 
management 


Sample  of  40 
respondents 
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Exhibit  111-9 

Accessibility  of  Future  AM  Components  by  Value 


AM  &  Datacentre  & 
Desktop  Services 


Accordingly,  it  can  be  concluded  that: 

•  Approximately  70%  of  the  application  management  components  (by 
number  or  value)  expected  to  be  outsourced  by  the  target  group  over 
the  next  eighteen  months  are  addressable  by  a  specialist  application 
management  vendor 

•  The  addition  of  desktop  services  capability  makes  very  little  difference 
to  a  vendor  s  capability  to  address  application  management 
opportunities 

•  The  addition  of  credible  datacentre  management  capability  would 
increase  a  vendor's  ability  to  address  application  management 
components  by  up  to  35% 

Overall,  the  linkage  between  datacentre  management  outsourcing  and 
application  management  appears  to  be  decreasing  in  importance  over 
time. 
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IT  managers  currently  view  desktop  services  outsourcing  and  application 
management  as  widely  separated  functions.  This  makes  the  adoption  of 
desktop  services  unnecessary  at  present.  However  this  attitude  may 
change  in  the  future  as  these  activities  become  more  dependent,  and 
particularly  once  an  appreciable  number  of  legacy  systems  become 
centred  around  client/server  architectures. 

D  

Sector  Analysis 

Exhibit  III- 10  provides  a  breakdown  of  the  proportions  of  organisations 
currently  outsourcing,  and  exhibiting  a  high  probability  of  outsourcing, 
by  sector. 


Exhibit  111-10 

Outsourcing  &  Outsourcing  intentions  by  Sector 


Finance 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All  Sectors 

Number  of 

organisations 

interviewed 

53 

18 

47 

17 

41 

176 

Number  with  high 
probability  of 
commencing/exten 
ding  outsourcing  in 
next  12  months 

14 

4 

14 

4 

8 

44 

Proportion  (%) 

26 

22 

30 

23 

20 

25 

Number  already 
outsourcing 

16 

4 

21 

4 

11 

56 

Proportion  (%) 

30 

22 

45 

23 

27 

32 

There  is  very  little  difference  between  sectors  in  terms  of  the  proportions 
of  organisations  likely  to  outsource.  The  proportion  approximates  to  25% 
across  each  sector.  However,  there  is  a  very  high  propensity  to  outsource 
amongst  the  utilities  and  government  institutions  included  within  the 
services  sector. 
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Exhibit  III- 11  provides  an  analysis  of  approximate  annual  contract  value 
by  sector. 


Exhibit  111-11 

Value  of  Future  Outsourcing  Business  by  Sector 


Sector 

Annual  Outsourcing 
Value  (£m) 

Annual  AM 
Component  Value 
(£m) 

Finance 

130 

30 

Services 

110 

47 

Process 

Manufacturing 

105 

32 

Discrete 
Manufacturing 

40 

12 

Retail 

18 

12 

Total 

400 

133 

The  Services  and  Finance  sectors  account  for  approximately  60%  of  the 
application  management  component  by  value,  with  the  Manufacturing 
and  Retail  sectors  accounting  for  the  remaining  40%. 
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Exhibit  III- 12  lists  the  services  that  the  organisations  interviewed  have 
already  outsourced  by  sector. 


Exhibit  111-12 

Currently  Outsourced  Services  by  Sector 


Scope  of  Current 
Outsourcing 

Finance 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All 
Sectors 

All  IT  Functions 

2 

3 

8 

3 

5 

21 

T^O  c  l/"f"MT^  Sio  y»\7l  PDC 

<j 

4 

1 

1  0 

Datacentre 
Management 

2 

2 

1 

2 

7 

Application 
Management 

r; 
O 

0 

JL-'C&IVHJjJ  OCI  VltvO  \j0 

Apphcation 
Management 

2 

i 

J. 

A 

Datacentre  &  Desktop 

UCl  VltCO 

1 

1 

2 

Wide  Area  Network 

1 

1 

2 

Wide  Area  Network  & 
Desktop  Services 

1 

1 

Wide  Area  Network  & 
Desktop  Services  & 
Apphcation 
Management 

1 

1 

Datacentre  &  WAN  & 
Desktop  Services 

1 

1 

Datacentre  & 

Apphcation 

Management 

1 

1 

Total 

15 

4 

21 

4 

11 

55 
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Exhibit  III- 13  identifies  the  bundling  patterns  that  have  been  adopted  by 
each  sector  within  these  organisations'  current  outsourcing  activity. 


Exhibit  111-13 

Current  Bundling  Patterns  by  Sector 


Contracts  Outsourced 

Finance 

Retail 

Services 

Discrete 
j.vid.11  uid.c  l  linn 

g 

Process 
Manufacturing 

All 
Sectors 

All  IT  Functions 

1 

3 

5 

2 

5 

16 

Desktop  Services 

8 

1 

8 

1 

3 

21 

T)    t"  £1  o  *=>  n  t"  V  P 

3 

1 

4 

2 

Q 
o 

1  3 

AnTHiPO'f'inn 

Management 

3 

g 

i 
± 

1 

J. 

1 

AppUcation 
Management 

1 

1 

X 

Datacentre  &  Desktop 
Services 

1 

1 

Wide  Area  Network 

3 

1 

2 

6 

Wide  Area  Network  & 
Desktop  Services 

1 

1 

Datacentre  & 

Application 

Management 

0 

1 

1 

2 

Total 

21 

6 

26 

7 

14 

74 
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Exhibit  III- 14  lists  the  services  that  the  organisations  interviewed  expect 
to  outsource  over  the  next  eighteen  months  by  sector.  This  breakdown 
predicts  the  services  that  will  be  outsourced  but  should  not  be  used  as  an 
indication  of  the  pattern  of  service  bundling  by  which  organisations  will 
outsource. 


Exhibit  111-14 

Predicted  Outsourcing  Services  by  Sector 


Outsourcing 
Expectations 

Finance 

TO    ±.  '1 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All 

Sectors 

Application  Management 

1 

2 

4 

1 

1 

9 

All  IT  Functions 

2 

4 

4 

10 

Desktop  Services  & 

Annliration  lVTanflfprnpnt 

3 

1 

3 

1 

1 

9 

Desktop  Services 

1 

1 

2 

4 

Datacentre  & 
Application  Management 

2 

1 

3 

Wide  Area  Network 

1 

1 

2 

Datacentre  &  Desktop 
Services 

1 

1 

Wide  Area  Network  & 
Desktop  Services 

1 

1 

Total 

12 

4 

12 

3 

8 

39 
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Exhibit  III- 15  identifies  the  bundling  patterns  that  are  expected  for 
contracts  to  be  outsourced  over  the  next  eighteen  months,  based  on 
respondents  comments. 


Exhibit  111-15 

Predicted  Bundling  Patterns  by  Sector 


Outsourcing 
Expectations 

Finance 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All  Sectors 

Application 
Management 

6 

3 

9 

2 

3 

23 

Desktop 

k_/£TX  V  ll/Co 

4 

2 

3 

2 

4 

15 

All  IT 
Functions 

1 

3 

2 

6 

Datacentre 
Management 

3 

2 

1 

6 

Desktop 
Services  & 
Application 
Management 

1 

1 

2  i 

Datacentre  & 

Desktop 

Services 

1 

1 

Wide  Area 
Network  & 
Desktop 
Services 

1 

1 

Total 

17 

5 

18 

4 

10 

54 

It  is  difficult  to  reach  firm  conclusions  regarding  the  forecast  difference  in 
outsourcing  service  patterns  between  the  sectors.  However,  the 
indications  are  that  the  services  and  retail  sectors  have  a  relatively  high 
propensity  for  application  management. 
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Competitive  Environment 


A  

Level  of  Need  for  Alliances 

Exhibit  IV- 1  shows  the  extent  to  which  organisations  favour  bundling  or 
unbundling  the  service  components  expected  to  be  outsourced. 


Exhibit  IV-1 

Attitudes  to  Service  Bundling 


Organisation  Type 

Proportion  Favouring 
Bundling 

Proportion  Favouring 
Unbundling 

Already  outsourcing 

45 

55 

Not  currently  outsourcing 

50 

50 

All  organisations 

47 

53 

Source:  INPUT 


This  sample  was  based  on  34  organisations,  approximately  two-thirds  of 
which  considered  themselves  to  be  already  outsourcing  some  IT  functions 
but  were  expecting  to  extend  their  use  of  outsourcing. 

Although  it  can  be  argued  that  organisations  that  are  already 
outsourcing  will  be  more  confident  of  their  ability  to  manage  multiple 
service  providers,  there  is  no  evidence  of  a  significant  difference  between 
the  two  groups. 

Overall,  respondents  -  particularly  those  with  no  prior  experience  of 
outsourcing  -  do  not  have  strong  preconceived  views  on  whether  or  not 
they  will  bundle  services  being  outsourced.  Over  80%  of  respondents 
failed  to  express  an  opinion  on  this  issue.  Typically  the  service  bundling 
decision  will  be  made  as  part  of  the  procurement  process.  It  may  be 
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significant  that  some  advisors,  including  the  PA  management 
consultancy,  are  currently  advising  organisations  to  individually 
outsource  each  IT  function  separately  to  ensure  that  they  receive  best  of 
breed  service  throughout. 

In  practice,  managers  are  torn  between  the  desire  to  access  best  of  breed 
service  and  the  difficulties  in  managing,  and  ensuring  adequate  levels  of 
liaison  between,  multiple  suppliers.  Some  typical  comments  made  by 
respondents  are  listed  in  Exhibit  IV-2. 


Exhibit  IV-2 

Attitudes  to  Bundling  of  Services 


Favour  Bundling 

Favour  Unbundling 

You  tend  to  stick  with  a  supplier  if  past  performance 
is  good 

Would  like  to  bundle.  Contracts  have  just  started  so 
we  will  wait  and  see. 

Would  depend  on  the  type  of  services  that  we 
required  and  whether  the  vendor  can  provide  them  all 

We  will  split  the  contract  between  vendors  if 
necessary 

Everything  from  Hoskyns  unless  something  better 
becomes  available 

It  makes  sense  to  source  everything  together,  but  that 
may  not  be  possible 

We  like  to  individually  source  to  have  as  much 
expertise  as  possible 

We  look  at  each  service  as  an  individual  entity 

We  will  choose  whatever  is  the  best  deal  for  us 

Everything  goes  to  tender  (individually)  according  to 
Civil  Service  rules 

Depends  on  the  range  of  skills  that  an  individual 
vendor  can  offer 

We  would  individually  source  the  application 
development  and  desktop  services 

In  practice,  this  means  that  many  organisations  will  use  a  single  vendor 
unless  they  can  establish  either: 

•  A  high  level  of  separation  between  functions,  or 

•  A  significant  difference  in  capability  between  vendors  across  the 
various  functions  to  be  outsourced 

An  area  that  illustrates  the  difficulties  faced  by  organisations  at  present 
is  client/server  systems  management.  In  this  case,  there  is  a  strong 
feeling  that  LAN  and  WAN  management  should  be  outsourced  to  a  single 
vendor  because  of  the  high  level  of  interaction  between  the  two  elements. 
However,  this  is  counterbalanced  by  a  recognition  that  few  vendors 
currently  have  a  high  level  of  capability  in  WAN  management.  As  a 
result,  organisations  are  roughly  equally  divided  between  bundling  and 
unbundling  the  outsourcing  of  these  services. 
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On  the  other  hand,  the  respondents  at  present  tend  to  view  desktop 
services  and  application  management  as  highly  separate  entities,  and 
skill  sets,  that  should  typically  be  outsourced  separately. 

Because  of  the  high  level  of  unbundling  forecast  by  organisations  seeking 
a  combination  of  desktop  services  and  application  management,  the 
addition  of  desktop  services  capability  is  expected  to  make  little 
difference  to  application  management  market  accessibility  in  the  short- 
term. 

Organisations  that  are  intending  to  outsource  all  IT  functions  tend  to  be 
in  favour  of  using  a  single  vendor.  In  this  case,  it  seems  probable  that,  in 
the  majority  of  cases,  organisations  will  tend  to  bundle  services  unless  a 
specialist  vendor  can  demonstrate  a  significantly  higher  capability  than 
the  generalist. 

However,  in  the  short-term,  the  addition  of  both  datacentre  management 
and  desktop  services  capability  would  increase  access  to  application 
management  activity  by  only  35%  (by  increasing  market  access  from  74% 
of  activity  to  100%). 

The  analysis  in  Chapter  III  concludes  that  approximately  seventy  per 
cent  of  the  application  management  type  elements  to  be  outsourced  over 
the  next  three  years  are  accessible  by  a  specialist  application 
management  vendor  without  any  addition  to  the  service  portfolio  or 
formation  of  alliances. 

At  the  present  time,  adding  additional  services  would  only  make  a  small 
improvement  to  market  accessibility. 

B  

Competitor  Analysis 

Image  Analysis 

Exhibit  IV-3  lists  the  vendors  most  frequently  recalled  -  without 
prompting  -  as  being  suitable  to  provide  a  complete  portfolio  of 
outsourcing  services  covering  datacentre  management,  LAN  and 
distributed  systems  management  and  application  maintenance  and 
development  management. 
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Exhibit  IV-3 

Most  Frequently  Mentioned  Vendors:  Full  Service  Outsourcing 


Number  of  Responses 

Sample  of  198  respondents 

Source:  INPUT 


Exhibit  IV-4  shows  the  ratings  given  when  respondents  were  asked  to 
indicate  the  perceived  suitability  of  each  of  a  number  of  prominent 
outsourcing  vendors  to  provide  a  complete  outsourcing  service. 
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Exhibit  IV-4 

Vendor  Ratings:  Full  Service  Outsourcing 


Hoskyns 

r 

|  3.5 

EDS 

|  3.6 

Sema  Group 

|  3.2 

CFM 

~~ |  3.9 

Outsource 

Fl  Group 

I  2.9 

Data  Sciences 

|  2.7 

CMG 

Maximum  of  63  respondents 
 1  2  5                   Standard  error=0.2 

HE9HBHHHBHBHHHB 28 

1                          2                         3                         4  5 
Low                                         Appropriateness  High 

Source:  INPUT 
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Because  of  the  variation  in  the  number  of  respondents  between  vendors, 
the  overall  rating  may  not  be  the  best  measure  of  a  vendor's  likelihood  of 
being  invited  to  tender.  Another,  possibly  more  suitable  measure,  is  the 
number  of  respondents  who  gave  each  vendor  a  favourable  score.  Exhibit 
IV-5  lists  the  number  of  favourable  scores  given  to  each  vendor  as  a 
provider  of  a  complete  range  of  outsourcing  services. 


Exhibit  IV-5 

Number  of  Favourable  Scores  by  Sector:  All  Services 


Vendor 

Finance 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All  Sectors 

Hoskyns 

13 

3 

11 

5 

10 

42 

EDS 

7 

2 

11 

3 

6 

29 

Data  Sciences 

6 

1 

6 

3 

6 

22 

Sema  Group 

4 

9 

3 

6 

22 

FI  Group 

5 

3 

3 

7 

18 

CFM 

1 

1 

9 

1 

4 

16 

CMG 

5 

1 

3 

9 

Using  this  assessment,  FI  Group  is  in  the  second  tier  of  vendors  behind 
Hoskyns  and  EDS.  FI  Group  is  not  currently  perceived  to  be  a  full-service 
outsourcing  provider,  but  would  be  accepted  as  such  if  it  added  the 
appropriate  capabilities. 

Exhibit  IV-6  lists  the  vendors  most  frequently  recalled  -  without 
prompting  -  as  being  suitable  to  provide  application  maintenance  and 
development  management  services. 
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Exhibit  IV-6 

Most  Frequently  Mentioned  Vendors:  Application  Management 


Hoskyns  ■  ■  1 1 


Fl  Group  ■  ~__      ~         ■  7 


Number  of  Responses 

Source:  INPUT 


Exhibit  IV- 7  shows  the  ratings  given  when  respondents  were  asked  to 
indicate  the  perceived  suitability  of  each  of  a  number  of  prominent 
outsourcing  vendors  to  provide  application  maintenance  and  development 
management  services. 
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Exhibit  IV-7 


Vendor  Ratings:  Application  Management 


Fl  Group 


Hoskyns 


EDS 


Sema  Group 


Data  Sciences 


CFM 


CMG 


3.7 
■  3.8 


To 


]  3.5 


□  Respondents  Likely  to 
Outsource 

■All  respondents 


Maximum  respondents  =  21 
Standard  error=0.2 


Appropriateness 


5 

High 


Source:  INPUT 
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Exhibit  IV-8  lists  the  number  of  favourable  scores  given  to  each  vendor  as 
a  provider  of  application  management  services. 


Exhibit  IV-8 

Number  of  Favourable  Scores  by  Sector:  Application  Management 


Vendor 

Finance 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All  Sectors 

Hoskyns 

3 

3 

5 

2 

4 

17 

r  i  oroup 

a 

D 

Q 
o 

1 

A 

i  d 

EDS 

2 

3 

2 

7 

Data  Sciences 

1 

3 

2 

6 

Sema  Group 

4 

1 

5 

CFM 

1 

2 

3 

CMG 

2 

2 

FI  Group  is  recognised  as  one  of  the  two  leaders  in  application 
management  along  with  Hoskyns.  The  company  has  a  high  (relative  to 
other  vendors)  profile  in  the  Finance  and  Manufacturing  sectors,  but  has 
not  managed  to  achieve  a  significantly  higher  awareness  of  its 
capabilities  than  other  vendors  in  ihe  Services  sector. 

Exhibit  IV-9  lists  the  vendors  most  frequently  recalled  -without 
prompting  -  as  being  suitable  to  provide  datacentre  management 
services. 
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Exhibit  IV-9 

Most  Frequently  Mentioned  Vendors:  Datacentre  Management 


Number  of  Responses 

Source:  INPUT 


Exhibit  IV- 10  shows  the  ratings  given  when  respondents  were  asked  to 
indicate  the  perceived  suitability  of  each  of  a  number  of  prominent 
outsourcing  vendors  to  provide  datacentre  management  services. 
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Exhibit  IV-10 


Vendor  Ratings:  Datacentre  Management 


EDS 


Hoskyns 


CFM 


Sema  Group 


Data  Sciences 


Fl  Group 


CMG 


]3.5 
■  3.6 


3.0 


3.6 


TZ7 


3.1 


□  Respondents  Likely  to 
Outsource 

■  All  respondents 


Maximum  respondents  =  24 


Appropriateness 


5 

High 


Source:  INPUT 
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Exhibit  IV- 11  lists  the  number  of  favourable  scores  given  to  each  vendor 
as  a  provider  of  datacentre  management  services. 


Exhibit  IV-11 

Number  of  Favourable  Scores  by  Sector:  Datacentre  Management 


Vendor 

Finance 

Retail 

Services 

Discrete 
Manufacturing 

Process 
Manufacturing 

All  Sectors 

Hoskyns 

4 

2 

2 

2 

5 

15 

HiLJiD 

2 

2 

5 

I 

Q 
o 

Sema  Group 

1 

4 

1 

1 

7 

Data  Sciences 

1 

3 

2 

6 

FI  Group 

2 

1 

2 

5 

CFM 

1 

3 

4 

CMG 

1 

1 

Exhibit  IV- 12  lists  the  vendors  most  frequently  recalled  as  being  suitable 
to  provide  LAN  and  distributed  systems  management  services. 
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Exhibit  IV-12 

Most  Frequently  Mentioned  Vendors:  Desktop  Services 


Digital 

,       ^      ^      —        ^      |  6 

IBM 



|  5 

Hoskyns 

Sema  Group 



Computacenter 

   _   4 

Hewlett-Packard 

4 

BT 

!3 

UrM 

mm                                        1 3 

P&P 

1  * 

CSC 

|  2                     Sample  of  198  respondents 

Olivetti 

EDS 

 1  1  1  1  1 

C 

1 

2                   3                   4                   5  6 
Number  of  Responses 

Source:  INPUT 

The  pattern  of  vendors  mentioned  here  is  significantly  different  from  the 
other  areas  reflecting  the  more  specialist  capabilities  of: 

•  Non-mainframe  equipment  vendors  such  as  Hewlett-Packard  and 
Olivetti 

•  Major  dealers  such  as  Computacenter  and  P&P 

•  The  emergence  of  the  telcos  such  as  BT. 

A  perceptual  mapping  for  the  leading  vendors,  based  on  the  charts  shown 
above,  is  provided  in  Exhibit  IV- 13. 
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Exhibit  IV-13 


Perceptual  Mapping  of  Vendor  Capability 


Only  Hoskyns  is  perceived  to  possess  a  high  level  of  capability  both  as  a 
full  service  vendor  and  within  each  individual  service  component. 


Competitor  Capability 

INPUT'S  assessment  of  vendors'  ability  to  offer  the  above  services  is 
shown  in  Exhibit  IV- 14. 
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Exhibit  IV-14 

Assessment  of  Vendor  Capability 


Vendor 

Application 
Management 

Datacentre  Management 

Desktop  Services 

Hoskyns 

Has  comprehensive 
service  offering 

Has  comprehensive  service 
offering.  More  successful  in 
medium-sized  deals  than  very 
large  contracts 

Recently  introduced  own  offering. 
Has  to  subcontract  some  service 
elements 

Fl  Group 

Has  comprehensive 
service  offering 

No  capability 

No  capability 

EDS 

Does  not  offer  as  a 
separate  service,  but 
has  the  skill  set 

Very  capable,  low-cost  supplier 

Has  developed  offerings,  but  lags 
behind  leading  vendors 

Sema  Group 

Has  comprehensive 
service  offering 

Very  capable  supplier 

Has  had  own  offering  for  a  number  of 
years 

Data 
Sciences 

Has  entered  into 
partnership  with  Unilog 
to  use  their 
methodology.  Claims 
significant  success 

Used  to  be  one  of  the  market 
leaders.  Is  now  having 
considerable  difficulty 
competing  on  price 

Has  partnership  with  Computeraid 
(part  of  Thorn-Emi).  Computeraid  is  a 
comparatively  small  player  that  may 
have  difficulty  in  retaining  market 
share  in  the  medium-term.  Will 
probably  focus  on  smaller 
organisations 

CSC 

Not  known  to  have 
separate  offering,  but 
has  strong  SI  focus 

Will  increasingly  become  one 
of  the  major  players  in  this 
area 

Does  not  have  own  capability,  but  is 
offering  to  manage  desktop  services 
suppliers  on  behalf  of  major 
organisations.  May  have  alliance  with 
Computacenter 

CFM 

Not  known  to  have 
separate  offering,  but 
does  undertake  AM 
contracts 

A  major  player  in  local 
government.  So  far  has  had 
limited  success  outside  this 
sector.  Cost  structure  may 
pose  some  difficulties  at 
present 

Has  access  to  major  capability 
through  ICL  Sorbus 

IBM 

Not  known  to  have 
separate  offering  but 
has  extensive 
development  and 
support  capability 

Is  possibly  the  most  successful 
vendor  in  France  and 
Germany,  with  a  strong  low- 
cost  focus.  Has  failed  to 
establish  its  presence  in  the 
UK  so  far.  May  be  too  late. 

Potentially  one  of  the  key  market 
leaders  in  LAN  &  WAN  management. 
Has  high  level  of  capability,  but 
probably  does  not  emphasise 
outsourcing  strongly 

Digital 

Not  known  to  have 
separate  offering  but 
has  extensive 
development  and 
support  capability 

Suffers  from  a  total  lack  of 
mainframe  datacentre 
management  capability 

Has  developed  strong  offerings  in 
this  area 
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The  leading  datacentre  management  vendors  all  have  a  strong 
professional  services  capability. 

Accordingly,  it  might  be  difficult  for  FI  Group  to  establish  mutual  benefit 
with  vendors  that  have  a  strong  datacentre  management  capability. 
While  there  might  be  scope  for  licensing  FI  Group's  application 
management  methodology,  these  vendors  would  typically  wish  to  use 
their  own  personnel  for  application  management. 

Only  the  lesser  players  in  datacentre  management  are  obviously  in  need 
of  complementary  application  management  skills.  It  is  debatable  whether 
partnerships  with  these  vendors  would  have  sufficient  gravitas, 
particularly  as,  in  the  past,  it  has  typically  been  the  datacentre 
management  vendor  that  has  been  expected  to  take  over  prime 
contractorship.  This  is  especially  true  since  FI  Group's  target  market 
consists  of  major  organisations,  that  can  be  expected  to  wish  to  contract 
with  major  players  within  each  service  type. 

However,  there  is  potentially  scope  for  FI  Group  to  form  alliances  with 
desktop  services  specialists  such  as  Computacenter,  P&P  and  Lantec.  It 
might  also  be  possible  to  form  alliances  with  vendors  such  as  Hewlett- 
Packard  and  Olivetti  who  are  very  weak  in  the  application  management 
segment,  though  these  organisations  do  have  some  in-house  professional 
services  capability. 

Further  information  on  vendors  is  available  as  part  of  FI  Group's 
subscription  to  INPUT'S  European  IS  Outsourcing  Programme. 
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Contract  Analysis 

Overall  76  outsourcing  contracts  were  identified  within  the  56 
organisations  that  claimed  to  be  outsourcing  services  already.  Exhibit  IV- 
15  lists  the  number  of  contracts  awarded  to  each  of  the  leading  vendors 
by  sector. 


Exhibit  IV-15 

Leading  Vendors:  Contracts  by  Sector 


Vendor 

Finance 

Services 

Manufacturing  & 
Ketail 

All  Sectors 

Computacenter 

4 

2 

6 

BT 

2 

3 

5 

Hoskyns 

1 

3 

4 

Data  Sciences 

2 

2 

4 

CSC 

1 

3 

4 

FI  Group 

3 

3 

Sema  Group 

1 

1 

1 

3 

EDS 

1 

1 

1 

3 

CFM 

3 

3 

Digital 

2 

1 

3 

No  individual  vendor  has  more  than  8%  of  the  contract  base  by  number. 

The  market  shares  of  vendors  across  the  entire  UK  outsourcing  market 
(not  just  the  segment  targeted  within  this  survey)  is  provided  in  Exhibit 
IV- 16. 
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Exhibit  IV-16 

Market  Shares:  UK  Outsourcing  - 1994 


Vendor 

1994  Outsourcing 
Revenues  (£m) 

Market  Share  (%) 

TTnclrvn  g 

XXUoXVj'  no 

125 

12 

HiUiJ 

120 

1  9 

TPT  /fFM 

101 

1 0 

90 

9 

CSC 

70 

7 

Andersen  Consulting 

65 

6 

xj<x\j<x  uticiites 

63 

6 

AT&T  Istel 

60 

6 

Digital 

45 

4 

(    o  t^v I  f  o  ( Ivni  1  T~\ 

45 

4 

FT  Groun 

40 

4 

ITnet 

35 

3 

T-'PVot'  M/ctomc 
x  ciUL  Ojotclllo 

9^ 

9 

\t  n  m  rv  i 1 1  &  o  p  n  t  p  t* 

V>W±X1      LA  L  CAV_/\3  1 1  LV_^  JL 

23 

2 

PMC 

9fi 

SHL  Systemhouse 

20 

2 

IBM  ISSC 

15 

1 

GSI 

11 

1 

Philips  C&P 

8 

1 

CMG 

7 

1 

Olivetti 

5 

0 

Total 

1020 

100 
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c  

Influencer  Analysis 

Exhibit  IV- 17  shows  the  proportions  of  respondents  who  believe  that 
consultants  have  an  important  role  to  play  in  assisting  in  the  outsourcing 
procurement  process. 


Exhibit  IV-17 

Attitudes  to  Role  of  Consultants 


Organisation  Type 

Perceiving  consultants 
to  have  a  role 

Perceiving  consultants 
NOT  to  have  a  role 

Already  outsourcing 

50% 

50% 

Not  currently  outsourcing 

30% 

70% 

All  organisations 

45% 

55% 

Source:  INPUT 


Exhibit  IV- 18  shows  the  proportion  of  respondents  (already  outsourcing) 
that  used  consultants  within  the  outsourcing  procurement  process  and 
the  proportion  of  respondents  (not  outsourcing)  that  believe  that  they 
might  do  so  in  future. 


Exhibit  IV-18 

Use  of  Consultants 


Organisation  Type 

Used/would  use 
consultants 

Did  not/would  not  use 
consultants 

Already  outsourcing 

45% 

55% 

Not  currently  outsourcing 

30% 

70% 

All  organisations 

40% 

60% 

Source:  INPUT 


A  significantly  lower  proportion  of  respondents  in  organisations  that  have 
not  undertaken  outsourcing  are  favourably  disposed  towards  the  use  of 
consultants  within  outsourcing  procurement.  However,  this  may  reflect 
their  lack  of  recognition  of  the  complexities  of  negotiating  an  outsourcing 
contract. 

Overall,  it  is  probable  that  consultants  will  remain  involved  in 
approximately  half  of  all  outsourcing  procurements. 
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The  range  of  activities  for  which  consultants  are  used  is  listed  in  Exhibit 
IV- 19. 


Exhibit  IV-19 

Key  Consultant  Activities 


Whether  to  outsource 

13 

Identifying  areas  to 
outsource 

21 

Setting  vendor  selection 
criteria 

20 

Nominating  vendors  to 
tender 

15             22  Respondents 

Evaluating  tender 
responses 

 .  _  _  

10 

( 

) 

5  10 

15  20 

 1 

25 

Number  of  Responses 

Source:  INPUT 

When  consultants  are  used,  they  are  important  in  influencing  the  key 
areas  of: 

•  Identifying  the  areas  to  outsource 

•  Setting  selection  criteria 

•  Nominating  vendors  for  invitation  to  tender 

Accordingly,  it  is  important  that  FI  Group  ensures  that  the  major 
consultancies  are  well  briefed  on  the  company's  offerings  and  credibility 
as  a  major  outsourcing  vendor.  Consultancies  will  often  tend  to  be  risk 
averse  and  so  it  is  important  that  FI  Group  establishes  a  solid  image  with 
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these  organisations  prior  to  becoming  involved  with  them  as  part  of  a 
procurement  process. 

If  FI  Group  wishes  to  remain  as  a  specialist  application  management 
vendor,  it  is  also  important  that  the  FI  Group  is  successful  in 
differentiating  its  capabilities  from  the  leading  full-service  outsourcing 
vendors  in  the  minds  of  the  consultants.  The  consultancies  should  be 
encouraged  to  perceive  application  management  as  a  specialist  discipline 
and  FI  Group  as  a  specialist  supplier. 

The  consultants  mentioned  by  respondents  already  outsourcing  are  listed 
in  Exhibit  IV-20. 


Exhibit  IV-20 

Consultancies  Mentioned 


Consultancy 

Number  of 
mentions 

KPMG 

3 

IBM 

3 

CCTA 

2 

Andersen 

2 

PA 

1 

Oasis 

1 

Lucidus 

1 

Hoskyns 

1 

Overall  respondents  were  very  reluctant  to  divulge  the  names  of  the 
consultancies  used  by  them.  However,  it  is  important  that  FI  Group 
targets  both  the  leading  management  consultancies  such  as  PA  and 
KPMG,  and  also  the  IT  outsourcing  specialists  such  as  Lucidus,  Oasis 
and  Nolan  Norton. 

Only  two  consultancies  were  mentioned  by  respondents  whose 
organisations  were  not  currently  outsourcing.  These  were  Andersen 
Consulting  (2  mentions)  and  IBM  (1  mention). 
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Business  Environment  and 
Attitudes  to  Outsourcing 


Business  Pressures 


Exhibit  V-1 


Exhibit  V-1  lists  the  ratings  given  to  a  number  of  potential  business 
pressures  by  non-IT  management. 


Principal  Business  Pressures 


Become  more  efficient 

Improve  customer  service 

Increase  focus  on  core 
business 
Improve  effectiveness  of 
business 

Increase  flexibility  of  business 
Reduce  internal  headcount 
Undergo  major  restructuring 


mn§n  4.0 


1  3.9 


HI 


■  3.9 


1  3.8 


3.4 


1  2.2 


1.9 
H  


12  3  4 

Sample  of  47  respondents.  Standard  error=0.2 


Source:  INPUT 


Overall,  there  are  strong  pressures  on  major  organisations  to 
simultaneously  improve  their  customer  service  and  become  more 
efficient.  Coupled  to  the  strong  desire  of  organisations  to  improve  their 
focus  on  core  business  activities,  this  presents  an  encouraging  business 
environment  for  outsourcing  vendors. 
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However,  although  this  pattern  is  broadly  repeated  across  sectors,  there 
are  differing  emphases  within  each  of  the  industry  sectors. 

Exhibits  V-2  to  V-6  list  the  ratings  given  to  a  number  of  potential 
business  pressures  by  non-IT  management  across  each  of  the  individual 
industry  sectors. 


Exhibit  V-2 


Principal  Business  Pressures:  Financial  Services 


Improve  customer  service 

Increase  focus  on  core 
business 

Become  more  efficient 

Increase  flexibility  of  business 

Improve  effectiveness  of 
business 

Undergo  major  restructuring 
Reduce  internal  headcount 


1.9 


3  1.8 
 1— 


1  4.4 


—  4.2 


3.9 


. ■    i  3.4 


3.3 


12  3  4 

Low  Sample  of  15  respondents.  Standard  error=0.3 


5 
High 

Source:  INPUT 


One  of  the  major  concerns  among  managers  in  the  finance  sector  is  the 
need  to  maintain  market  share  in  the  face  of  changing,  and  increasing 
levels  of,  competition. 

In  response  to  these  pressures,  there  is  much  more  emphasis  within  the 
finance  sector  than  elsewhere  on  exploiting  technological  advances  and 
becoming  more  pro-active  in  using  IT.  Information  technology  has  now 
moved  beyond  the  back  office  and  is  viewed  as  a  key  interface  between 
financial  institutions  and  their  customers. 

Accordingly,  remaining  at  the  forefront  of  technology  and  the  rate  of 
automation  were  regarded  as  key  business  pressures  within  the  finance 
sector. 
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Exhibit  V-3 


Principal  Business  Pressures:  Retai 


Increase  focus  on  core 
business 

Become  more  efficient 

Improve  customer  service 

Improve  effectiveness  of 
business 

Increase  flexibility  of  business 
Undergo  major  restructuring 
Reduce  internal  headcount 


1 

Low 


4.3 


1  4.2 


3.8 
3.8 


1  3.2 


1  2.2 


1  2.1 


-f-  1  

2  3 

Sample  of  6  respondents. 


 1 

5 

High 

Source:  INPUT 


On  the  other  hand,  organisations  in  the  retail  sector  are  currently  facing 
difficult  trading  conditions,  characterised  by  a  combination  of  low  levels 
of  business  and  rising  costs.  Consequently  their  typical  business 
emphases  are  on  focusing  their  efforts  and  on  becoming  more  efficient. 


Exhibit  V-4 


Principal  Business  Pressures:  Services 


Become  more  efficient 

Improve  effectiveness  of 
business 

Improve  customer  service 

Increase  focus  on  core 
business 

Increase  flexibility  of  business 
Undergo  major  restructuring 
Reduce  internal  headcount 


yCv  |  4.2 


4.1 


]  3.7 


I  3.7 


1  3.6 


m  2.6 

1  2.5 


1  2  3  4  5 

Low  Sample  of  16  respondents.  Standard  error=0.3  H'9h 


Source:  INPUT 
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The  services  sector  represents  a  very  heterogeneous  mixture  of 
organisations,  ranging  from  central  government  institutions  and  utilities 
to  construction  companies  and  major  advertising  agencies.  The  pressures 
and  opportunities  for  organisations  in  this  sector  vary  accordingly. 

However,  external  regulation  is  currently  having  a  major  impact  on  this 
sector,  with  central  government  departments  required  to  market  test 
their  IT  activities  and  the  utilities  feeling  pressure  from  the  price 
controls  and  service  standards  being  imposed  on  their  activities  by  the 
regulators. 


The  major  construction  companies  and  advertising  agencies  are  also 
experiencing  cost  pressure.  The  construction  companies  are  experiencing 
a  reduction  in  large-scale  construction  projects  world-wide  together  with 
increasing  global  competition.  The  advertising  agencies  are  currently 
experiencing  a  reduction  in  corporate  advertising  budgets  again  combined 
with  a  high  level  of  global  competition. 
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Principal  Business  Pressures:  Discrete  Manufacturing 
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Global  competition  is  also  a  common  theme  for  major  organisations  in 
both  the  discrete  and  process  manufacturing  sectors. 
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Exhibit  V-6 


Principal  Business  Pressures:  Process  Manufacturing 
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Pressures  on  the  Application  of  IT 

IT  Objectives 

Exhibit  V-7  illustrates  how  these  business  pressures  translate  into  IT 
objectives. 


Exhibit  V-7 

IT  Objectives:  Ratings 


Increase  effectiveness 
in  applying  IT 

■■■■4.0 

Use  IT  for  competitive 
advantage 

■4  3.6 

Reduce  expenditure  on 
IT 

-  • 

Bill  3.6 

Increase  use  of  IT 

1 

 — +  1  

2  3 

 1 — — 

4 

 1 

5 

Low 
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Source:  INPUT 

Overall,  the  main  IT  challenge  for  major  organisations  remains  in 
deriving  business  benefit  from  the  use  of  IT.  This  challenge  is 
particularly  characteristic  of  the  finance  and  retail  sectors. 

On  the  other  hand,  the  services  sector  is  characterised  by  the  relative 
strength  of  emphasis  placed  on  reducing  IT  expenditure.  Much  of  this 
emphasis  lies  within  the  central  government  and  utilities  sub-sectors. 
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The  profile  of  IT  pressures  for  each  sector  is  listed  in  Exhibits  V-8  to  V- 
12. 


Exhibit  V-8 


IT  Objectives:  Financial  Services 
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Exhibit  V-9 


IT  Objectives:  Retail 
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Exhibit  V-10 


IT  Objectives:  Services 
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IT  Objectives:  Discrete  Manufacturing 
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Exhibit  V-12 


IT  Objectives:  Process  Manufacturing 


Increase  effectiveness  in 
applying  IT 

Increase  use  of  IT 

Use  IT  for  competitive 
advantage 

Reduce  expenditure  on  IT 


1 

Low 


13.9 


S  3.6 


|  3.5 
3.5 


2  3  4  5 

Sample  of  35  respondents.  Standard  error=0.1  High 


Source:  INPUT 


Key  Challenges  for  IT  Departments 

The  level  of  need  for  outsourcing  is  also  strongly  influenced  by  the  extent 
to  which  in-house  IT  departments  are  perceived  to  be  able  to  cope  with 
the  key  challenges  facing  them.  Exhibit  V-13  identifies  the  difference  in 
perception  within  the  target  group  of  major  organisations  between  the 
importance  of  each  of  a  number  of  potential  IT  challenges  and  the  current 
ability  of  organisations  to  meet  these  challenges. 
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Exhibit  V-13 

Principal  IT  Challenges 
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The  principal  areas  in  which  there  is  perceived  to  be  a  shortfall  between 
importance  and  in-house  capability  are: 

•  Becoming  more  cost-effective  in  using  IT 

•  Improving  support  for  distributed  systems 

•  Updating  internal  skills 

Finance  Directors  also  perceived  a  significant  shortfall  in  the  ability  of  in- 
house  IT  Departments  to  improve  their  focus  on  business  needs,  a  view 
not  shared  by  IT  Directors. 

The  extent  to  which  these  shortfalls  were  perceived  to  apply  to  the 
individual  sectors  is  shown  in  Exhibits  V-14  to  V-18. 
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Exhibit  V-14 


Principal  IT  Challenges:  Financial  Services 
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Exhibit  V-15 

Principal  IT  Challenges:  Retail 
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Exhibit  V-16 

Principal  IT  Challenges:  Services 
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Exhibit  V-17 

Principal  IT  Challenges:  Discrete  Manufacturing 
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systems 
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3.7 
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3.3 

3.5 

(0.2) 
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2.7 

3.6 

(0.9) 
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Exhibit  V-18 

Principal  IT  Challenges:  Process  Manufacturing 
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Changes  in  Application  Development  &  Support  Activity 

Another  prominent  driving  force  leading  to  outsourcing  is  a  major  change 
in  the  level  of  application  development  and  support  activity,  particularly 
increased  activity  in  this  area. 
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Exhibit  V-19  lists  the  proportions  of  organisations  by  sector  that 
currently  anticipate  a  significant  change  in  the  level  of  applications 
development  and  support  activity  during  the  next  three  years.  It  also 
shows  the  proportion  of  organisations  anticipating  a  major  increase  in 
activity. 


Exhibit  V-19 

Changes  in  Application  Development  &  Support  Activity 


Sector 

Significant  Change 
in  Application 
Development  & 
Support  (%) 

Major 
Increase  in 
Activity  (%) 

Financial  Services 

52 

45 

Retail 

60 

45 

Services 

58 

44 

Discrete  Manufacturing 

53 

47 

Process  Manufacturing 

67 

60 

All  Sectors 

58 

48 

In  addition  to  acting  as  an  indicator  of  possible  outsourcing  activity, 
identification  of  these  organisations  also  enables  FI  Group  to  target 
major  organisations  that  may  have  a  need  for  project-based  assistance. 

Overall  approximately  60%  of  organisations  within  the  target  group 
anticipate  a  significant  change  in  the  level  of  application  development 
and  support  activity  with  over  80%  of  this  group  anticipating  increased 
activity. 

The  overall  pattern  is  similar  by  industry,  though  the  process 
manufacturing  sector  seems  especially  promising  in  terms  of  future 
development  activity. 
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Impact  of  Downsizing 

In  the  past,  changes  of  architecture,  typically  downsizing  from 
mainframes,  have  been  a  major  driving  force  behind  outsourcing. 

In  this  survey,  approximately  30%  of  respondents  stated  that  their 
organisations  would  extensively  phase  out  mainframe-based  systems  over 
the  next  five  years.  Typically  each  of  these  respondents  expected  to  phase 
out  the  mainframe  in  addition  to  the  applications  running  on  it. 

The  resulting  sample  sizes  by  sector  are  small.  However,  it  appears  that 
the  bulk  of  this  downsizing  activity  will  He  within  the  services  and 
process  manufacturing  sectors,  followed  by  the  finance  sector. 

Respondents  expecting  to  phase  out  mainframe  based  systems  were  also 
asked  whether  they  would  consider  externally  sourcing  a  range  of 
support  services.  The  proportion  that  indicated  a  high  likelihood  of 
externally  sourcing  each  of  these  services  is  shown  in  Exhibit  V-20. 
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Exhibit  V-20 


External  Sourcing  Patterns:  Downsizing  Support 
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Approximately  half  of  the  organisations  undergoing  mainframe  system 
replacement  expect  to  require  external  application  support  services. 
Approximately  one-third  of  the  organisations  undergoing  mainframe 
system  replacement  expect  to  require  external  operational  support 
services. 
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c  

Attitudes  to  Outsourcing 

Exhibit  V-21  indicates  how  favourably  respondents,  whose  organisations 


do  not  currently  use 

IT  outsourcing,  view  the  concept  of  IT  outsourcing. 

Exhibit  V-21 

Attitudes  to  Outsourcing:  Non-Users  of  Outsourcing 
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Source:  INPUT 

Overall  35%  of  respondents  favoured  outsourcing,  20%  of  them  highly  so. 
The  sample  sizes  by  sector  are  too  small  to  reach  firm  conclusions. 
However,  the  highest  level  of  acceptance  of  outsourcing  appears  to  be  in 
the  finance  sector,  where  approximately  40%  of  respondents  highly 
favoured  outsourcing.  Outsourcing  was  also  highly  accepted  by 
approximately  15%  of  respondents  in  the  services  and  process 
manufacturing  sectors.  There  were  very  low  levels  of  support  for  the 
concept  of  IT  outsourcing  amongst  non-users  of  outsourcing  in  the  retail 
and  discrete  manufacturing  sectors. 

Amongst  current  users  of  outsourcing,  the  levels  of  satisfaction  are  very 
high.  Ninety-eight  per  cent  of  the  respondents  surveyed  whose 
organisations  already  undertake  IT  outsourcing  are  satisfied  with  their 
current  use  of  IT  outsourcing.  Indeed,  seventy  per  cent  of  these 
respondents  are  highly  satisfied  with  their  use  of  IT  outsourcing. 

Exhibit  V-22  fists  the  extent  to  which  IT  outsourcing  is  perceived  to  assist 
organisations  in  meeting  each  of  a  number  of  potential  IT  objectives 
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Exhibit  V-22 

Perceived  Benefits  of  Outsourcing 
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Outsourcing  is  perceived  to  provide  considerable  support  for  increasing 
an  organisation's  effectiveness  in  applying  IT  to  the  business  and  in 
reducing  IT  expenditure.  Approximately  45%  of  respondents  perceived 
that  outsourcing  would  assist  an  organisation  in  increasing  its 
effectiveness  in  applying  IT.  Approximately  one-third  of  respondents 
perceived  that  outsourcing  would  assist  organisations  in  reducing  their 
IT  expenditures. 

Unprompted,  the  main  advantages  of  outsourcing  were  perceived  to  be: 

•  The  provision  of  expertise  (typically  skills  lacking  in-house,  though  the 
need  for  additional  resources  was  also  mentioned) 

•  Greater  cost-efficiency 

•  The  greater  service  orientation,  flexibility  and  commercial  acumen  of 
external  suppliers  ("IT  is  run  like  a  proper  commercial  enterprise") 

Other  benefits  mentioned  include: 

•  Outsourcing  provides  a  faster  response  to  market  conditions 

•  Not  having  to  retain  high  levels  of  staff  in-house 

•  Easier  management  of  supporting  services 
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•  Ability  to  focus  on  own  business 

•  Transfer  of  deadlines  and  pressures  to  the  service  provider 
The  disadvantages  of  outsourcing  were  perceived  to  be: 

•  Undue  emphasis  on  cost  reduction 

•  Redundancies  &  their  effect  on  staff  morale 

•  Loss  of  control 

•  Involvement  in  long  contractual  negotiations 

•  Outsourcing  is  not  always  a  dynamic  service 

•  Dilution  of  in-house  resources 

•  Difficulty  of  benchmarking  services 

Exhibits  V-23  to  V-27  list  the  extent  to  which  IT  outsourcing  is  perceived 
to  assist  organisations  in  meeting  each  of  a  number  of  potential  IT 
objectives  by  sector. 


Exhibit  V-23 


Perceived  Benefits  of  Outsourcing:  Financial  Services 
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Exhibit  V-24 

Perceived  Benefits  of  Outsourcing:  Retail 
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Exhibit  V-25 

Perceived  Benefits  of  Outsourcing:  Services 
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Exhibit  V-26 

Perceived  Benefits  of  Outsourcing:  Discrete  Manufacturing 
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Exhibit  V-27 

Perceived  Benefits  of  Outsourcing:  Process  Manufacturing 
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The  finance  sector  places  the  highest  emphasis  on  the  role  of  outsourcing 
in  effectively  applying  IT  to  the  organisation.  The  services  sector  places 
the  highest  emphasis  on  the  role  of  outsourcing  in  reducing  IT 


YNFI5 


Chapter  V-21 


MAJOR  OUTSOURCING  OPPORTUNITIES 


INPUT 


expenditure. 

Respondents  whose  organisations  already  use  outsourcing  tend  to  be 
much  more  positive  about  the  benefits  of  outsourcing  than  respondents 
whose  organisations  do  not  currently  use  outsourcing. 

Exhibit  V-28  indicates  the  proportions  of  users  and  non-users  of  IT 
outsourcing  that  strongly  perceive  that  IT  outsourcing  would  assist  their 
organisation  in  meeting  each  of  a  number  of  potential  IT  objectives. 
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